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Fiscal Planning—The Role of Budgets
By: R. Grace Hinds, C.P.A.
Washington, D. C.
Planning is the function of management in
volving the selection from among alternatives
of objectives, policies, procedures and pro
grams. Management applies to government as
well as to business. To avoid dissipating re
sources on a daily basis without thinking of
tomorrow, management must consider the best
and most efficient use of the resources avail
able.
A recently published cartoon is illustrative
of a negative approach. It shows the chairman
of the board saying: “We will now call in the
switchboard operator, she knows everything
about our business.”
In his article “Profit Planning for the Oper
ating Man,” May 1954 Controller, W. T.
Seney, Management Consultant of McKinsey
& Co. wrote: “Forecasting is our best thinking
about what will happen to us in the future.
. . . Planning is our best thinking about what
we can cause or want to happen in the future.
. . . In forecasting, we define situations and
recognize problems and opportunities. ... In
planning, we develop our objectives in prac
tical detail and we correspondingly develop
schemes of action to achieve these objectives.”
Planning then, is the primary requisite to or
ganization, staffing, direction and control.”
When we have determined our objectives
and organization structure, we need a guide in
terms of units and/or dollars through which
we can direct and control our operations. The
budget, then, is a written plan expressed in
numerical or monetary terms. It should serve
as a standard against which performance is
measured. The budget is for internal use only
with the exception of its occasional role in se
curing credit.
Basic financial or fiscal policy must be de
termined before operating and capital outlay
budgets can be prepared. Managements’ ob
jectives may fall between two extremes, viz.,
restricting planning to available funds with no
increase in investment or borrowing; or se
curing the working capital required to finance
any project promising a satisfactory return on
investment.
Dr. Catheryn Seckler-Hudson, Dean, School
of Government & Public Administration,
American University, explains a budget func
tion as follows: “Management is primarily con
cerned with the mobilization of resources and
their application toward the achievement of
known ends. Budgeting, as an integral part of
management, is concerned with the balancing
of needs of a given group or groups weighed

one against the other, making choices, allocat
ing equitable portions of available resources
to chosen needs and partially controlling the
execution of the group activities and programs.
Budgeting, like organization and management
becomes largely a matter of division and syn
thesis or of specialization and coordination.”
An article in Nations Business, copyright
1961, (Vol. 49, No. 2) entitled “Executive
Skills You Will Need Most” categorized the
“musts” obtained from presidents of large
corporations, educators and consultants into
five key skills which include flexibility and
adaptability to change; proficiency in control
ling and reducing expenses; and coordination
and correlation of forces within and without
the company.
It has been said that a plan is efficient, if,
when put into effect, it brings about the at
tainment of objectives with a minimum of un
sought consequences and with results greater
than cost. The budget then, seeks to guide the
various echelons of business or government to
ward the financial goal of result greater than
cost. Budgeting tends to minimize costs if
proper time and consideration have been
given to preparing the budget document.
The budget period must be matched with
the nature of business concerned and therefore
it is preferable to key the accounting periods
to the budget period, whether calendar or
fiscal. The longer the budget period, the
greater the possibility that the plan may be
upset by such factors as changes in economic
condition, competing products, shifts in costs,
changes in programs or objectives and changes
in consumer tastes. Budget periods which are
too short face the danger of failing to take
into account important events which lie just
beyond the budget period. It takes consider
ably less effort to prepare a budget for a year
and revise it at regular intervals (such as
quarterly) than to budget anew for every
short period.
Realistic financial forecasting and budgeting
go together, because key forecasts form the
bases for operating plans which in turn should
result in sound profit planning. Sound profit
planning requires important consideration to
the elasticity of demand for the product or
service.
Budgets, as in any other control device,
must be worth their cost. If the budget is
tailored to the size and needs of the enterprise,
the test of economy may be satisfied. There
fore, simplicity in presentation and adaptability
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for budget control is a requisite to its effec
tiveness. Likewise budgeting goals should not
supersede enterprise objectives.
Budgets should not grow from precedent.
They should be used as a guide in re-examining
standards and bases on which planning policies
are translated into numerical terms. Control
through budgets too often results in inflexibili
ties because plans are reduced to numerical
terms. When the planning concept has been
adopted, budgets emerge of necessity—budgets
with a purpose as deep as the stream of ideas
giving direction and drive to the business
itself. The budget must not be a pressure de
vice designed to goad people into greater ef
forts. It should be a tool used by the foreman
and the boss in a “let’s do it together” attitude.
It has been said that most human problems
are born at the point of deviation from the
budget. The deviation is the central point in
the entire system—the moment which requires
management consideration and perhaps action.
The foreman or branch chief should sense in
the attitudes surrounding the budget an ele
ment of flexibility which merely requires a
report. Upon presentation of his report, he
should be able to feel that it will be given
consideration regardless of the issue involved
and without being subjected to censure or
negative treatment for advancing his ideas.
There are two main types of budgets—the
appropriation budget and the flexible budget.
Appropriation budgets are used primarily by
government bodies. They may be used by
business to control advertising, research and
capital expenditures. In appropriation budgets
a fixed amount is set aside for expenditures
presumably in some relation to the needs of
the business or agency and changes or in
creases in expenditure can be made only upon
approval of the fiscal management.
The flexible budget is characteristic of busi
ness enterprise taking all divisions or echelons
as a whole. It consists of many types within a
business. Flexibility involves the ability to
change a plan without undue cost or friction,
to keep moving toward a goal notwithstanding
changes in environment or even failure of
plans. A manager cannot always put off making
a plan long enough to be sure of the correct
ness of the action.
Appropriations Budgets

Government fiscal policy includes (1) policy
regarding purchases of goods and services, (2)
tax policy, and (3) policy regarding transfer
payments, namely payments for which no di
rect service is rendered. Transfer payments in
clude veterans benefits, social security and gov
ernment pension plans, price support pro
grams, and unemployment compensation.
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Until 1921 the U. S. Government operated
on the philosophy of laissez-faire—“that gov
ernment is best which governs least.” The ne
cessity for more effective and economical regu
lation of public expenditures resulting from
World War I costs, expansion of Federal ac
tivities after 1915, rapid rise of public debt,
etc. brought about the Budget and Accounting
Act of 1921.
Following the crash in 1929 when the gov
ernment became a major factor in income dis
tribution, taxation and investment, every real
manager in the nation began to premise gov
ernment fiscal policy in developing his plans.
Likewise government relates its fiscal policies
to Gross National Product, (known as GNP)
which is the market value of the output of
goods and services produced by a nation’s
economy during a stated period of time before
deduction of depreciation charges and other
allowances for business and institutional con
sumption of durable capital goods. GNP does
not take into account “double counts,” such
as goods in warehouses but includes goods at
last point only. It follows five basic philos
ophies:
First, expenditures for output and only out
put, as opposed to saving, create money for
the nation. Money income must vary with the
level of expenditures. Second, income flow is
a circular flow involving the flow of expendi
tures into the market for output, purchased
output resulting in business income receipts
and receipts into output or market again.
Third, saving can be injected into the market
only as spending for output or for investment.
Fourth, government deficit spending can also
create money in the consumption market. And
fifth, Government can directly affect the flow
of income by altering its rate of expenditure
for output. The amount of tax collection at
each level of income and its rate of transfer
payments.
Budgeting in the Federal Government, and
in most local, state, and city governments, may
be defined as the process by which financial
policies and programs of the administration,
including monetary requirements are formu
lated, adopted and executed. The Federal Bud
get includes the operations of several public
corporations. These live in the shadow of gov
ernment endowed with Government authority,
operating with public funds, for which there
is very little accountability, and are free from
restraints of the market and from established
political authority. Examples include TVA,
Federal Highway programs, Public Buildings,
etc.
The formulation of the budget of the United
States is one of the most important duties of

with approval deviates from the plan. Follow
ing the execution is the Chief Executive’s ac
countability through satisfactory reporting,
auditing by General Accounting Office and
justifying future plans, activities and financial
estimates.
There is multiple participation in the Gov
ernment budgetary processes. In the U. S. the
Chief Executive is charged with the entire
program. Each department and agency is at
the bottom of the ladder of preparation. The
Council of Economic Advisors, established in
1946, serves as aid and advisor to the Presi
dent in matters of broad fiscal planning and
analysis. The Bureau of the Budget is on the
Presidential staff and maintains continuous con
tact with agency officials and finally prepares
the President’s budget document for submis
sion to the Congress; it also oversees the alloca
tion of funds and the execution of budget pro
grams. In the fiscal year 1960 Internal Revenue
Service collected $91.8 billion in gross revenue
which, of course, was used in carrying out the
programs, plans and policies of the U. S. Gov
ernment.
Quoting from President Kennedy’s message
of March 25, 1961:
“This, then is the revised budget—apart from
defense additions—that I now present to the
Congress. A budget which is in balance in
terms of my pledge of January 30. A budget
that is likely to be in deficit unless economic
conditions rapidly improve to meet the levels
predicted in January 16 budget. A budget that
would be in surplus if the economy were
operating at or near its full potential.”
This illustrates the interdependence of the
economy with Governmental receipts. The sys
tem has become complicated, involved, di
vided, and strung out over the year due to the
size of Government. The editors of Newsweek
as well as editors and writers of other publica
tions point out the absurdity of the outgoing
President being required to frame and present
the budget for a year in which he will not be
in office. This practice obscures the fiscal re
sponsibility of a new President for his first
eighteen months in office. Also, it has been
pointed out that there can be no real executive
budget until the President, like the governors
of 43 states, has the power to veto individual
items of the appropriation bills.
The Assistant Secretary of Defense, Comp
troller, Charles J. Hitch, has said “The finan
cial management system must also provide the
data needed by top Defense management to
make the really crucial decisions, particularly
on the major forces and weapon systems
needed to carry out the principal missions of
the Defense establishment. These decisions
(Continued on page 6)

the President. The budget represents a care
fully prepared plan for carrying on the many
activities and services of the Government
which the Congress has authorized in response
to the needs and desires of the American peo
ple.
By law, the budget must be transmitted to
the Congress each year within 15 days after
Congress convenes. The budget, after approval
by Congress, becomes the plan of action for
the entire Federal Government.
The Federal budget has Constitutional basis
in Sections 8 and 9 of Article I which pro
vide Congress with the power to levy and
collect taxes, pay debts, etc., and provide that
no money shall be drawn but in consequence
of appropriations. Article II, Section 1 provides
for the vesting of executive power in the Pres
ident and Section 3 provides that the President
shall present a State of the Union message and
recommend measures deemed expedient.
The major portion of present Federal pro
cedure stems from the Budget and Accounting
Procedures Act passed September 12, 1950.
The Federal budget is now referred to as a
“performance-type budget” and was placed in
effect in 1951. This is interpreted to mean that
the President of the United States is respon
sible not only for the formulation of the ad
ministration’s financial policies and programs
and the preparation of the national budget but
also for the efficient management of the fiscal
affairs of the Federal Government.
The Federal Budget affects five public policy
areas: (1) Economic—Government impact upon
society, the stock market, business (GNP),
etc.; (2) Debt—management, interest rates,
financing; (3) Revenue—tax programs; (4) Ex
penditure—productive or nonproductive; and
(5) Operating & Management. Can we accom
plish functions in such a way to avoid un
favorable results in the economy.
Budget formulation is the preparation and
adoption of a plan of activities relating their
costs to resources for a given period of time.
In the Federal budget program the formulation
includes the budget ceiling, budget estimates
of the agencies or departments, Bureau of
Budget consideration, Presidential approval of
the budget to be presented to Congress, Con
gressional consideration and the enactment of
appropriation measures. The formulation or
budget estimate phase includes the budget
justification, i.e. the reason for the budget re
quest plan or program. This is followed by the
budget authorization which is the appropria
tion of funds. The Budget execution is the con
trol phase in which the management of a plan
of activities, approved by appropriate au
thority, proceeds according to budget plan or
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Report to Management
“Manufacturing of Food” Accounting
By: Mary C. McDonnell
Sealtest Foods
Division of National Dairy Products Corporation
Kansas City, Missouri

The operating divisions of most large cor
porations today are not directly concerned
with balance sheet analysis, equity financing
or the interest rate of the corporate bond
market. The management of these divisions
are instead absorbed in the efficiency and profit
producing record of their own particular
operation. As a result, they are vitally in
terested in reports, analyses or studies which
furnish the information that will better guide
them in making the right day-to-day decisions
in managing the operation for which they
are responsible.
Historical accounting is not an end in
itself but provides a basis on which to predict
the future. Each month we in our plant pre
pare a profit projection of the three succeeding
months. In that way, if the projected results
are unsatisfactory, steps can be taken to im
prove the picture before the month has begun.
Nothing can be done to improve the opera
tions for a particular month after that month
is past.
Before introducing a new product or an
old product in a new size we first make a
projection. The sales department supplies their
best estimate of the sales volume which can
be expected of this item. The plant provides
a formula to calculate material cost and in
formation to project labor costs, processing
and container expenses. If the study reveals
that the new item will not provide sufficient
volume to be produced economically or if it

cannot be sold at a price which will cover
all costs and provide a profit, it is not intro
duced.
This company has consistently operated on
a net profit of about three cents on the sales
dollar. On such narrow margin, it is neces
sary continually to watch all operations close
ly, costs especially, in order to achieve
net.
Twice each year, a detailed labor analysis
is made in the plant to point out those opera
tions where production efficiency is too low.
Frequent analyses are made of route returns
to find items where excessive returns are ad
versely affecting costs or to spotlight negligent
drivers. When new labor saving equipment
becomes available, studies are made to de
termine if the savings in labor will justify
the expenditure for the equipment. In con
sidering the cost of labor, full recognition is
given to the cost of payroll fringe benefits.
While reports to management should contain
all pertinent information, it is desirable to
keep these reports as brief as possible. The
information should be presented in a complete
and understandable form so that the manager
avoids puzzling through poorly described or
nonessential information. Every effort should
be made to present the vital information to
management to permit timely consideration so
that the right decision may be reached in time
to take appropriate action. To summarize, be
brief, clear and prompt.

(Continued from page 5)

What we have in mind, under the new ap
proach to Defense budgeting, is a three-phase
operation: (1) the planning and review of re
quirements, (2) the formulation and review
of programs extending several years into the
future, and (3) the development of the an
nual budget estimates. True economy does not
mean scrimping on essentials. It means making
the most efficient use of the resources avail
able, eliminating waste and nonessentials and
discarding expensive programs that contribute
only marginally to our strength. This is the
kind of economy which requires hard work and
hard thinking and, often, the adoption of un
popular courses of action.”

cannot be made rationally without an adequate
knowledge of the available alternatives, in
terms of their military worth in relation to their
cost. Because of the long life cycle of major
weapon systems, the cost of the systems must
be projected over a period of years, ideally
over their entire life span. The entire system
must be oriented to provide top management
with essential data in terms of programs, since
it is in these terms that major decisions have to
be made. The financial management system
must, of course, also support management at
other levels in the Defense establishment.
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